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HOUSE BI LL 2603

St ate of WAshi ngt on 60t h Legi sl ature 2008 Regul ar Sessi on

By Representatives Chandler, H nkle, Haler, Rodne, Anderson, Bail ey,
Hai | ey, Newhouse, Kristiansen, MDonal d, and Warnick

Prefiled 01/11/08. Read first tinme 01/14/08. Referred to Commttee
on Appropriations.

AN ACT Relating to investnent of public enployee retirenment funds
in certain entities with business operations in Iran; amending RCW
43. 33A. 110; addi ng new sections to chapter 43.33A RCW creating a new
section; and providing an effective date.

BE | T ENACTED BY THE LEGQ SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. (1) The legislature finds that the
securities and exchange comm ssion has determned that business
activities in foreign states such as Iran sponsoring terrorismand t hat
are subject to sanctions by the United States may materially harmthe
share value of foreign conpanies. Shares in these foreign conpanies
may be held in the portfolio of public retirement systens in this
state.

(2) The legislature finds that publicly traded conmpanies in the
United States are substantially restricted in doing business in or with
foreign states such as Iran that the United States departnent of state
has identified as sponsoring terrorism

(3) The legislature further finds that public retirenment system
funds in this state currently invest on behalf of retirenment system
menbers and the citizens of Washington in publicly traded foreign
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conpanies that may be at risk due to business ties wth foreign states
such as Iran that sponsor terrorism and are involved in the
proliferation of weapons of mass destruction, including the supplying
of inprovised explosive devices and other weapons to mlitants in Iraq
for use against coalition troops.

(4) The legislature further finds that investnments in publicly
traded foreign conpanies that have business operations in or wth
foreign states such as Iran are liable for sanctions under United
States law and risk the pensions of the public enployees of this state.
The |l egislature finds that Public Law 104-172, as renewed and anended
in 2001 and 2006, provides for sanctions to be inposed on any entity
that has invested at |least twenty mllion dollars in any year since
1996 to devel op petrol eumor natural resources of Iran.

(5) The legislature therefore declares that excluding conpanies
W th business activities in foreign states such as Iran that sponsor
terrorism and divesting from public portfolios will help protect the
public retirenment systens in this state frominvestnent |osses rel ated
to these business activities and may i nprove the investnent perfornmance
of the public retirenment systens.

NEW SECTION. Sec. 2. The definitions in this section apply
t hroughout sections 1 through 8 of this act unless the context clearly
requires otherw se.

(1) "Board" neans the state investnent board established in this
chapter.

(2) "Business operations" neans maintaining, selling, or |easing
equi pnent, facilities, personnel, or any other apparatus of business or
commerce in lran, including the ownership or possession of real or
personal property located in Iran.

(3) " Conpany" means a sole proprietorshinp, or gani zati on,
associ ation, corporation, partnership, or other entity, its subsidiary
or affiliate that exists for profit-making purposes or to otherw se
secure econom ¢ advant age. "Conpany" also neans a conpany owned or
controlled, either directly or indirectly, by the government of Iran,
that is established or organi zed under the aws of or has its principa
pl ace of business in the Islam c Republic of Iran.

(4) "CGovernment of Iran" neans the government of Iran or its
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instrumentalities or political subdivisions. "Governnent of Iran" also
means an individual, conpany, or public agency located in Iran that
provides material or financial support to the Islam Republic of Iran.

(5 "lInvest" or "investnent" neans the purchase, ownership, or
control of stock of a company, association, or corporation, the capita
stock of a mutual water conpany or corporation, bonds issued by the
governnent or a political subdivision of Iran, corporate bonds or other
debt instrunents issued by a conpany, or the commtnent of funds or
ot her assets to a conpany, including a | oan or extension of credit to
t hat conpany.

(6) "lran" nmeans the Islamc Republic of Iran or a territory under
the adm nistration or control of Iran.

(7) "Mlitary equipnment” means weapons, arnms, or mlitary defense
suppl i es.

(8) "Public enployee retirenment funds" neans funds adm ni stered by
the departnent of retirenent systens and the | aw enforcenment officers
and firefighters' plan 2 board.

(9) "Substantial action”™ neans a refusal to do business with the
governnment of Iran, curtailing business in Ilran, or selling conpany
assets, equipnent, or real and personal property located in Iran.

NEW SECTION. Sec. 3. (1) The board shall not invest public
enpl oyee retirenent funds in a conpany that has business operations in
Iran as identified by the board through, as the board deens
appropriate, publicly avail able information, including but not limted
to information provided by governnment entities and nongovernnent al
organi zations, that nmeets either of the following criteria:

(a) The conpany is invested in or engaged in business operations
with entities in the defense or nuclear sectors of Iran, or is invested
in or engaged in business operations with entities involved in the
devel opnent of petroleum or natural gas resources of Iran, and that
conpany is subject to sanctions under Public Law 104-172, as renewed
and anended in 2001 and 2006.

(b) The conpany has denonstrated conplicity with an Iranian
organi zation that has been naned as a terrorist organization by the
United States governnment before the effective date of this act.

(2) On or before January 1, 2009, the board shall determ ne which
conpani es are subject to divestnent.
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(3) After the determnation described in subsection (2) of this
section, the board shall determne, by the next applicable board
nmeeting, if a conpany neets the criteria described in subsection (1) of
this section. If the board plans to invest or has investnents in a
conpany that neets the criteria described in subsection (1) of this
section, that planned or existing investnent shall be subject to
section 4 (1) and (2) of this act.

(4) Investnents of the board in a conpany that does not neet the
criteria described in subsection (1) of this section are not subject to
section 4 of this act if the conpany does not subsequently neet the
criteria described in subsection (1) of this section. The board shal
identify the reasons why that conpany does not satisfy the criteria
described in subsection (1) of this section in the report to the
| egislature required by section 5 of this act.

(5) Notwi thstandi ng subsections (3) and (4) of this section, if the
board's investnent in a conpany described in subsection (1) of this
section is limted to investnent via an externally and actively managed
comm ngl ed fund, the board shall contact the fund manager in witing
and request that the fund renove the conpany fromthe fund as descri bed
in section 4 of this act. On or before January 1, 2009, if the fund
manager creates a fund or account devoid of conpanies described in
subsection (1) of this section, the transfer of board investnents from
the prior fund or account to the fund or account devoid of conpanies
W th business operations in Iran shall be deened to satisfy subsection
(1) of this section.

(6) If the board's investnent in a conpany described in subsection
(1) of this sectionis |limted to an alternative fund or account, the
alternative fund or account nmnager creates an actively nmanaged,
comm ngl ed fund that excludes conpanies described in subsection (1) of
this section, and the new fund or account is deemed to be financially
equivalent to the existing fund or account, the transfer of board
investnments from the existing fund or account to the new fund or

account shall be deened to satisfy section 4 of this act. If the board
determ nes that the new fund or account is not financially equival ent
to the existing fund, the board shall include the reasons for that

determnation in the report required in section 5 of this act.
(7) The board shall nmake a good faith effort to identify any
private equity investnents that involve conpanies described in
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subsection (1) of this section, or are linked to the governnent of
Iran. |If the board determnes that a private equity investnent clearly
i nvol ves a conpany descri bed in subsection (1) of this section, or is
linked to the government of Iran, the board shall consider, at its
di scretion, if those private equity investnments shall be subject to
section 4 of this act. |If the board determ nes that a private equity
i nvestnment clearly involves a conpany described in subsection (1) of
this section, or is linked to the governnent of Iran and the board does
not take action as described in section 4 of this act, the board shal

i nclude the reasons for its decision in the report required in section
5 of this act.

(8) Except as described in subsections (4) and (5) of this section,
the board, in its capacity as sharehol der or investor, shall notify any
conpany described in subsection (3) of this section that the conpany is
subject to subsection (1) of this section and permt the conpany to
respond to the board. The board shall request that the conpany take
substantial action no later than ninety days from the date the board
notified the conpany under this subsection. | f the board determ nes
that a conpany has taken substantial action or has nmade sufficient
progress toward substantial action before the expiration of that
ni nety-day period, that conpany shall not be subject to section 4 of
this act. The board shall, at intervals not to exceed ninety days,
continue to nonitor and review the progress of the conpany until that
conpany has taken substantial action in Iran. A conpany that fails to
conplete substantial action wthin one year from the date of the
initial notice by the board is subject to section 4 of this act.

NEW SECTION. Sec. 4. If a conpany described in section 3(3) of
this act fails to conplete substantial action by the tinme described in
section 3(8) of this act, the board shall take the follow ng actions:

(1) The board shall not nake additional or new investnents or renew
exi sting investnents in that conpany.

(2) The board shall liquidate the investnents of the board in that
conpany no l|later than eighteen nonths after this section applies to
that conmpany. The board shall |iquidate those investnents in a manner
to address the need for conpanies to take substantial action in Iran
and consistent with the board's fiduciary responsibilities as descri bed
in RCW 43. 33A. 140.

p. 5 HB 2603



©O© 00 N O Ol WDN P

N VNN NNRRRRRRRRPR PR
A W NEFEP O OOONO O M WwDNEO

25
26
27
28
29
30

31
32
33
34
35

NEW SECTION. Sec. 5. On or before July 1, 2009, and every year
thereafter, the board shall submt a report to the governor and
| egi sl ature. The report shall include the foll ow ng:

(1) Alist of investnents the board has in conpanies wth business
operations that satisfy the criteria in section 3(1) of this act,
including, but not limted to, the issuer, by nanme, of the stock,
bonds, securities, and other evidence of indebtedness;

(2) A detailed summary of the business operations a conpany
described in subsection (1) of this section has in Iran;

(3) Whether the board has reduced its investnents in a conpany that
satisfies the criteria in section 3(1) of this act;

(4) If the board has not conpletely reduced its investnents in a
conpany that satisfies the criteria in section 3(1) of this act, when
the board anticipates that it wll reduce all investnents in that
conpany or the reasons why a sale or transfer of investnents is
inconsistent with the fiduciary responsibilities of the board as
described in RCW43. 33A. 140;

(5) Any information described in section 3 (3) and (4) of this act;

(6) A detailed summary of investnents that were transferred to
funds or accounts devoid of conpanies with business operations in Iran
as described in section 3(5) of this act; and

(7) An annual calculation of any costs or investnment |osses or

other financial results incurred in conpliance with the provisions of
section 4 of this act.

NEW SECTION. Sec. 6. Nothing in sections 3 through 5, 7, and 8 of
this act shall require the board to take action described in sections
3 through 5, 7, and 8 of this act unless the board determ nes, in good
faith, that the actions described in sections 3 through 5, 7, and 8 of
this act are consistent with the fiduciary responsibilities of the
board as described in RCW 43. 33A. 140.

NEW SECTION. Sec. 7. Section 5 of this act shall not apply to any
of the foll ow ng:

(1) Investnents in a conpany that is primarily engaged in supplying
goods or services intended to relieve human suffering in Iran;

(2) Investnments in a conpany with a principal purpose of pronoting
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heal th, education, or journalistic, religious, or welfare activities in
I ran; and

(3) Investnents in a conpany that is authorized by the federa
government to have busi ness operations in |lran.

NEW SECTION. Sec. 8. Present, future, and former nenbers of the
board, jointly and individually, state officers and enployees, and
research firnms and investnment managers under contract with the board
shall be indemified fromthe state general fund and held harnl ess by
the state of Washington from all clainms, demands, suits, actions,
damages, judgnents, costs, charges and expenses, including court costs
and attorneys' fees, and against all liability, |osses, and damages of
any nature whatsoever that those present, future, or forner board
menbers, officers, enployees, research firns, or investnent mnagers
shall or may at any tinme sustain by reason of any decision to restrict,
reduce, or elimnate investnents under sections 3 through 7 of this
act .

Sec. 9. RCW 43.33A.110 and 1994 ¢ 154 s 310 are each amended to
read as foll ows:

The state investnent board may nmake appropriate rules and
regulations for the performance of its duties. The board shall .
consistent with sections 2 through 8 of this act, establish investnent
policies and procedures designed exclusively to maximze return at a
prudent |evel of risk. However, in the case of the departnment of | abor
and industries' accident, nedical aid, and reserve funds, the board
shal | establish investnent policies and procedures designed to attenpt
tolimt fluctuations in industrial insurance prem uns and, subject to
this purpose, to maximze return at a prudent |level of risk. The board
shal | adopt rules to ensure that its nmenbers performtheir functions in
conpliance with chapter 42.52 RCW Rul es adopted by the board shall be
adopt ed pursuant to chapter 34.05 RCW

NEW SECTION. Sec. 10. Sections 2 through 8 of this act are each
added to chapter 43. 33A RCW
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NEW SECTION. Sec. 11. This act takes effect July 1, 2008.

~-- END ---
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